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FinTech and BaaS 
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FinTech and BaaS Market Trends

 FinTechs becoming Banks

 Banks directly investing in FinTechs

 Banks investing in FinTech funds (i.e.,JAM 
FINTOP, Canapi Ventures)

 Banks embedding FinTech

 Banks providing Banking as a Service to 
FinTech partners
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Unbundling of a Bank 

Source: CB Insights
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Key Terms 

FinTech
Products and companies that employ newly developed 
digital and online technologies in the banking and 
financial services industries.

Banking as a Service (“BaaS”)
A partnership model in which a financial institution 
leverages its bank charter to enable one or more non-
bank financial services companies to offer products 
directly to customers. 

Bank of Record / Sponsor Bank 
Financial institution offering BaaS. Non-financial 
companies may list their sponsor bank as the “bank of 
record” on legal disclosures.  
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Key Terms in Action
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BaaS Landscape: Sample of Trends

Lower than lower than 
the industry median of 
143.6% as of Sept. 30

Higher than the 
aggregate industry 

ROAA of 1.08% as of 
June 30

Lower than the 
aggregate industry 
efficiency ratio of 

58.7% as of June 30
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Accounting Complexities – FinTech Fund Investments

• Nature of investee- i.e., SBIC, VC fund, L.P.
• Level of ownership and control 

• VIE considerations first – then Voting Interest model next, if not a VIE 
• SEC guidance for LP (similar guidance is included in the call report instructions glossary)

• Don’t focus only on the %, think about other indicators of significant  influence or control 
• Equity investments – fair value or measurement alternative 
• Equity method investments – FVO or record % of income/ loss and analyze for impairment
• Consolidation 

The SEC staff's position on the application of the equity method to investments in limited
partnerships … requires the use of the equity method unless the investor's interest "is so minor
that the limited partner may have virtually no influence over partnership operating and financial
policies." The SEC staff understands that practice generally has viewed investments of more
than 3 to 5 percent to be more than minor.
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Accounting Questions:
• How should the commitment be accounted for or disclosed?

• Consider guidance in ASC 440 – may only need to disclose until investment is funded

• What is the accounting when the investment is made?
• Apply ASC 321 – equity investment in a L.P. with a 2.5% ownership stake

• What is the ongoing accounting?
• May elect the measurement alternative if deemed not to have a ‘readily determinable fair value’

• Cost – impairment +/- observable price changes in orderly transactions for the 
identical or similar investment

• Determination of “observable”, “orderly”, and “similar” can require judgment

FinTech Fund Investments: Case Study
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Accounting Complexities – FinTech Direct Investments

• Nature of investee- i.e., corporation, partnership, LLC
• Nature of investment – i.e., common, preferred, warrants, convertible notes 

• Don’t rely on the title – additional analysis may be required 
• Level of ownership and control 

• VIE considerations first- then Voting Interest model next, if not a VIE
• SEC/ regulator guidance for LP
• Other investments 
• Don’t focus only on the %, think about other indicators of significant  influence or control 

• Equity investments – fair value or measurement alternative 
• Equity method investments – FVO or record % of income/ loss and analyze for impairment
• Consolidation 
• Look at conversion features, embedded features and extraneous instruments that may be included 
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Accounting Questions:
• How to account for conversion of the 25% stake in the LLC common shares to preferred shares

• Are the preferred shares in-substance common stock? 
• If no: ASC 321 – fair value or measurement alternative
• If yes: step through VIE/VI considerations to assess whether to consolidate or 

continue EMI treatment
• How to account for the conversion of the convertible note to preferred shares

• Same questions as above – if the preferred shares are deemed to be in-substance common stock, 
would consider jointly when assessing VIE/VI considerations

• What is ongoing accounting for the preferred shares?

FinTech Direct Investments: Case Study
Fact Pattern: Bank A has 25% ownership stake in FinTech LLC that is accounted for as an equity method 
investment under ASC 323. Additionally, the Bank has a $2 million convertible note at 10% 
to FinTech LLC that is being accounted for as a debt security under ASC 320. The LLC is converting to  C-
Corp and raising additional capital. As a result of the conversion, Bank A’s LLC common shares will convert 
to C-Corp preferred shares and Bank A’s convertible note will be converted to preferred shares.
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Accounting Complexities – BaaS

• Revenue recognition
• Identify contracts with your customer – may have more than 1 customer!
• What portion of the contracts are within the scope of ASC 606?
• ASC 606 considerations
• What about the non-ASC 606 items?

• Lending
• Who is your customer – the FinTech or the individual customer?

• Legal lending limit issues 
• Appropriate call report classification

• Interest-sharing arrangements
• Presentation considerations

• Credit enhancement/indemnification of fraud and credit losses – freestanding or embedded?
• Freestanding – cannot contemplate in the ALLL/determination of charge-off
• Embedded – follow guidance in ASC 326-20-31-12 (even if not yet adopted ASC 326)
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Accounting Questions:
• What is the accounting for the customer contract? 

• May be the same as other consumer loans originated by the bank

• What is the accounting for the FinTech partner contract?
• Any part in scope of ASC 606? Services provided by FinTech to Bank

• Sourcing (i.e., loan origination costs)
• Servicing
• Credit enhancement 

• What is the accounting for reimbursements of credit and fraud losses provided under the credit 
enhancement?

BaaS: Case Study
Fact Pattern: Bank is the lender of record for loans that are sourced and serviced by a FinTech partner. The 
loan agreement with the customer sets an interest rate of 18% and has other standard lending terms and 
conditions. The agreement between the Bank and the FinTech partner provides that the Bank’s share of the 
interest will be capped at 5% of the average outstanding balance of the loans, 
and in return, the FinTech partner will reimburse the Bank for all fraud and credit losses. 
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https://www.federalreserve.gov/publications/files/c
onducting-due-diligence-on-financial-technology-
firms-202108.pdf

https://www.federalreserve.gov/publications/files/commun
ity-bank-access-to-innovation-through-partnerships-
202109.pdf

Regulatory Guidance and Additional Resources

https://www.federalreserve.gov/publications/files/conducting-due-diligence-on-financial-technology-firms-202108.pdf
https://www.federalreserve.gov/publications/files/community-bank-access-to-innovation-through-partnerships-202109.pdf
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5 Tips for enabling risk management 
within FinTech partnerships.

Strategy alignment 
and complementary 
objectives

01

Cultural alignment 
and transparency

02

Operational 
resilience, capacity 
and compatibility

03

Agree to a plan 
that’s not
‘check the box’

05

Embedded risk 
management and 
compliance

04
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Investments in Tax 
Credits
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Investments in Tax Credits

Investment in Tax Credits (ITC)
• Investments are generally accounted for under the equity method of accounting

o Need to evaluate if equity method is appropriate based on ownership and level of influence. 
o If equity method is applied, book ownership percentage of income/loss against investment. 
o Subsequently evaluate equity method for impairment.

• ITC Method of Accounting - once chosen, should be consistently applied for all similar investments. 
o Deferral Method –
 Records the credit against the investment asset over the GAAP depreciable life (Dr. Inc Tax Payable, Cr. 

Investment); results in less income statement volatility
o Flow-through Method –

 Records the tax credit benefit directly to tax expense in the year generated (Dr. Inc Tax Payable, Cr. Tax 
Expense)

Historic 
Rehabilitation

Low Income 
HousingNew Markets Renewable 

Energy
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Investments in Tax Credits
Deferral Method This example assumes a $2M tax equity investment
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Investments in Tax Credits
Flow-through Method This example assumes a $2M tax equity investment
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Investments in Tax Credits
Low Income Housing Tax Credits (LIHTC)
• Option to elect Proportional Amortization Method (PAM) for qualified investments

• If elected, must be applied to all investments that qualify for the use of PAM (i.e., cannot pick and choose)
• Under this method, the investment is amortized in proportion to the tax credits and benefits allocated to the 

bank and the amortization expense is recognized in the income tax expense line item.
 Practical Expedient: Can amortize the investment in proportion to only the tax credits allocated if you expect 

that doing so will produce a relatively similar outcome as amortizing in proportion to the tax credits and 
benefits.

• Proportional amortization method is limited to investments in LIHTC.

Renewable Energy Credits 
• The structure of these ITCs are much more complex.
• Accounting model applied is hypothetical liquidation book value (HLBV) which is complex and time intensive. 

Amendment would apply to all reporting entities that meet the conditions for and elect to 
use proportional amortization method to account for tax equity investments.

Proposed change
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CECL Practice 
Observations



© 2022 Crowe LLP 23FOCUS ON BUSINESS VALUE
2022 Crowe Financial Services Conference

Allowance Comparisons: CECL Adopters vs. Non-Adopters
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2023 CECL Reminders
Those Who Have Already Adopted

• Evaluate key drivers, assumptions and 
qualitative factors to ensure updated 
with relevant information

• ASU 2022-02 accounting and 
disclosure changes

2023 Adopters
• Don’t forget the forecast!
• Key loss drivers
• Disclosure considerations
• Model validation
• Control framework
• Changes due to ASU 2022-02
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Qualitative Factor Framework Observations
• Focus assessment of qualitative factors on those unidentified risks not captured in the quantitative calculation –

don’t necessarily need to equally weight or allocate anything for those factors already captured in the math
• Reduce the subjectivity in developing qualitative factors – consider using alternative forecast scenarios or high 

watermarks in loss history to anchor
• Don’t double count!

Economic conditions / scenario updates
• What economic factors do you use? Should they change?
• Consider weighting scenarios to apply the adjustment quantitatively, but support with documentation

Model Validations
• SOC and model validation are complementary not duplicative
• Any changes to assumptions or key calculation drivers should go through model validation
• Work with the risk department to determine how often validations should occur

Sensitivities
• When evaluating changes to the model or drivers, run sensitivities to understand the overall impact

M&A considerations
• Reminder to understand differences if acquirer and acquiree use different allowance methods or models

2023 CECL Reminders – All Institutions
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Risk Considerations
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Risk Considerations

• IT Workflows / User Access 
Considerations

• Increased Fraud Risk 
• Commission-based roles
• Economic pressures



The information in this document is not – and is not intended to be – audit, tax, accounting, advisory, risk, performance, consulting, business, financial, investment, legal, or other professional 
advice. Some firm services may not be available to attest clients. The information is general in nature, based on existing authorities, and is subject to change. The information is not a substitute 
for professional advice or services, and you should consult a qualified professional adviser before taking any action based on the information. Crowe is not responsible for any loss incurred by any 
person who relies on the information discussed in this document. Visit www.crowe.com/disclosure for more information about Crowe LLP, its subsidiaries, and Crowe Global.   © 2022 Crowe LLP.

Thank you

http://www.crowe.com/disclosure
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